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(o) For the purposes of this section,
240.15a–6(b) of this title shall include a
new paragraph (9) to read as follows:

‘‘(9) The term noticed financial institu-
tion means a financial institution as
defined at § 400.3(j) of this title that has
provided notice to its appropriate regu-
latory agency pursuant to § 400.1(d) of
this title.’’

(p) For the purposes of this section,
§ 240.15a–6(b) of this title shall include a
new paragraph (10) to read as follows:

‘‘(10) The term appropriate regulatory
agency has the meaning set out in
§ 400.3(b) of this title.’’

(q) Section 240.15a–6(c) of this title is
modified to read as follows:

‘‘(c) The Secretary of the Treasury,
upon receiving notification from an ap-
propriate regulatory agency that the
laws or regulations of a foreign coun-
try have prohibited a foreign broker or
dealer, or a class of foreign brokers or
dealers, engaging in activities exempt-
ed by paragraph (a)(3) of this rule, from
providing, in response to a request
from an appropriate regulatory agency,
information, documents, or records
within its possession, custody, or con-
trol, testimony of foreign associated
persons, or assistance in taking the
evidence of other persons, wherever lo-
cated, related to activities exempted
by paragraph (a)(3) of this rule, may
consider to be no longer applicable the
exemption provided in paragraph (a)(3)
of this rule with respect to the subse-
quent activities of the foreign broker
or dealer or class of foreign brokers or
dealers if the Secretary finds that con-
tinuation of the exemption is incon-
sistent with the public interest, the
protection of investors and the pur-
poses of the Government Securities
Act.’’

(Approved by the Office of Management and
Budget under control number 1535–0089)

[55 FR 27462, July 3, 1990; 55 FR 29293, July 18,
1990, as amended at 60 FR 11026, Mar. 1, 1995]
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§ 402.1 Application of part to reg-
istered brokers and dealers and fi-
nancial institutions; special rules
for futures commission merchants
and government securities inter-
dealer brokers; effective date.

(a) Application of part. This part ap-
plies to all government securities bro-
kers and dealers, except as otherwise
provided herein.

(b) Registered brokers or dealers. This
part does not apply to a registered
broker or dealer that is subject to
§ 240.15c3–1 of this title (SEC Rule 15c3–
1).

(c) Financial institutions. This part
does not apply to a government securi-
ties broker or dealer that is a financial
institution and that is:

(1) Subject to the rules and regula-
tions of its appropriate regulatory
agency concerning capital require-
ments, or

(2) A branch or agency of a foreign
bank subject to regulation, super-
vision, and examination by state or
Federal authorities having regulatory
or supervisory authority over commer-
cial bank and trust companies.

(d) Futures commission merchants. A
futures commission merchant subject
to § 1.17 of this title that is a govern-
ment securities broker or dealer but is
not a registered broker or dealer shall
not be subject to the limitations of
§ 402.2 but rather to the capital require-
ment of § 1.17 or § 240.15c3–1, except
paragraph (e)(3) thereof, of this title,
whichever is greater.

(e) Government securities interdealer
broker. (1) A government securities
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interdealer broker, as defined in para-
graph (e)(2) of this section, may, with
the prior written consent of the Sec-
retary, elect not to be subject to the
limitations of § 402.2 but rather to be
subject to the requirements of
§ 240.15c3–1 of this title (SEC Rule 15c3–
1), except paragraphs (c)(2)(ix) and
(e)(3) thereof, and paragraphs (e)(3)
through (8) of this section by filing
such election in writing with its des-
ignated examining authority. A gov-
ernment securities interdealer broker
may not revoke such election without
the written consent of its designated
examining authority.

(2)(i) Government securities interdealer
broker means an entity engaged exclu-
sively in business as a broker that ef-
fects, on an initially fully disclosed or
identified group basis, transactions in
government securities for
counterparties that are government se-
curities brokers or dealers who have
registered or given notice pursuant to
section 15C(a)(1) of the Act (15 U.S.C.
78o–5(a)(1)), and that promptly trans-
mits all funds and delivers all securi-
ties received in connection with its ac-
tivities as a government securities
interdealer broker and does not other-
wise hold funds or securities for or owe
money or securities to its
counterparties and, except as provided
in paragraph (e)(2)(ii) of this section,
does not have or maintain any govern-
ment securities in its proprietary or
other accounts. For the purpose of this
paragraph (e)(2)(i), ‘‘identified group
basis’’ means that a counterparty has
consented to the identity of the spe-
cific group of entities from which the
other counterparty is chosen.

(ii) A government securities inter-
dealer broker may have or maintain
government securities in its propri-
etary or other accounts only as a re-
sult of:

(A) Engaging in overnight reverse re-
purchase or securities borrowed trans-
actions solely for the purpose of facili-
tating the process of clearing govern-
ment securities transactions;

(B) Engaging in overnight repurchase
or securities loaned transactions solely
for the purpose of reducing its financ-
ing expense in connection with the
clearance of government securities
transactions;

(C) Subordinated loans subject to sat-
isfactory subordination agreements
pursuant to § 240.l5c3–1(d) of this title;

(D) Collateral or depository require-
ments of a clearing corporation or as-
sociation with which it participates in
the clearance of government securities
transactions; or

(E) The investment of its excess cash.
The maturities of any government se-
curities held or maintained under para-
graph (e)(2)(ii) (C), (D), or (E) of this
section may not exceed one year.

(3) In order to qualify to operate
under this paragraph (e), a government
securities interdealer broker shall at
all times have and maintain net cap-
ital, as defined in § 240.15c3–1(c)(2) of
this title with the modifications of this
paragraph (e), of not less than
$1,000,000.

(4) For purposes of this paragraph (e),
a government securities interdealer
broker need not deduct loans to com-
mercial banks for one business day of
immediately available funds (com-
monly referred to as ‘‘sales of federal
funds’’) held by the government securi-
ties interdealer broker in connection
with the clearance of securities on the
day the loan is made.

(5) For purposes of this paragraph (e),
a government securities interdealer
broker need not deduct net pair-off re-
ceivables and money differences until
the close of business of the third busi-
ness day following the day the funds
are due and give-up receivables out-
standing no more than 30 days from the
billing date, which shall be no later
than the last day of the month in
which they arise, as otherwise would be
required under § 240.15c3–1(c)(2)(iv)(B) of
this title.

(6) For purposes of this paragraph (e),
a government securities interdealer
broker shall deduct from net worth 1⁄4
of 1 percent of the contract value of
each government securities failed-to-
deliver contract which is outstanding 5
business days or longer. Such deduc-
tion shall be increased by any excess of
the contract price of the failed-to-de-
liver contract over the market value of
the underlying security.

(7) For purposes of this paragraph (e),
a government securities interdealer
broker may exclude from its aggregate
indebtedness computation indebtedness
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adequately collateralized by govern-
ment securities outstanding for not
more than one business day and offset
by government securities failed to de-
liver of the same issue and quantity. In
no event may a government securities
interdealer broker exclude any over-
night bank loan attributable to the
same government securities failed-to-
deliver contract for more than one
business day. A government securities
interdealer broker need not deduct
from net worth the amount by which
the market value of securities failed to
receive outstanding longer than thirty
(30) calendar days exceeds the contract
value of those failed to receive as re-
quired by § 240.15c3–1(c)(2)(iv)(E) of this
title.

(8)(i) For purposes of this paragraph
(e), a government securities interdealer
broker shall deduct from net worth 5
percent of its net exposure to each
counterparty.

(ii) Net exposure. For purposes of this
paragraph (e), net exposure shall equal:

(A) The sum of the dollar amount of
funds, debt instruments, other securi-
ties, and other inventory at risk, in the
first instance, to the government secu-
rities interdealer broker in the event of
the counterparty’s default,

(B) Reduced, but not to less than
zero, by the sum of:

(1) The dollar amount of funds, debt
instruments, other securities, and
other inventory at risk, in the first in-
stance, to the counterparty in the
event of the government securities
interdealer broker’s default;

(2) The deductions taken from net
worth for unsecured receivables, repur-
chase and reverse repurchase deficits,
aged fails to deliver, and aged fails to
receive arising from transactions with
the counterparty;

(3) Demand deposits in the case
where the counterparty is a commer-
cial bank;

(4) Loans for one business day of im-
mediately available funds (commonly
referred to as ‘‘sales of federal funds’’)
held by the government securities
interdealer broker in connection with
the clearance of securities on the day
the loan is made in the case where the
counterparty is a commercial bank;

(5) Custodial holdings of securities in
the case where the counterparty is a

clearing bank or clearing broker of the
government securities interdealer
broker; and

(6) Exposure to a counterparty due to
holding marketable instruments sub-
ject to market risk haircuts under ap-
pendix A to this section (§ 402.2a) for
which the counterparty is the obligor.

(9) On the application of the govern-
ment securities interdealer broker, the
designated examining authority may
extend the periods of time in this para-
graph (e) if it determines that the ex-
tension is warranted because of excep-
tional circumstances and that the gov-
ernment securities interdealer broker
is acting in good faith.

(f) Effective date. This part shall be ef-
fective July 25, 1987, provided however,
that until the last business day in Oc-
tober 1987, registered government secu-
rities brokers and dealers need not
comply with § 402.2 (a), (b), and (c) as
long as:

(1) A registered government securi-
ties broker or dealer that acts solely as
an introducing broker within the
meaning of § 240.15c3–1(a)(2) of this title
has and maintains liquid capital, as de-
fined in § 402.2(d), in an amount of not
less than $5,000; and

(2) Any other registered government
securities broker or dealer has and
maintains liquid capital, as defined in
§ 402.2(d), in an amount of not less than
$50,000.

[52 FR 27931, July 24, 1987, as amended at 60
FR 11024, Mar. 1, 1995]

§ 402.2 Capital requirements for reg-
istered government securities bro-
kers and dealers.

(a) General rule. No government secu-
rities broker or dealer shall permit its
liquid capital to be below an amount
equal to 120 percent of total haircuts as
defined in paragraph (g) of this section.

(b)(1) Minimum liquid capital for bro-
kers or dealers that carry customer ac-
counts. Notwithstanding the provisions
of paragraph (a) of this section, a gov-
ernment securities broker or dealer
that carries customer or broker or
dealer accounts and receives or holds
funds or securities for those persons
within the meaning of § 240.15c3–
1(a)(2)(i) of this title, shall have and
maintain liquid capital in an amount
not less than $250,000 (see paragraph (a)

VerDate 11<MAY>2000 14:03 May 23, 2001 Jkt 194053 PO 00000 Frm 00854 Fmt 8010 Sfmt 8010 Y:\SGML\194053T.XXX pfrm13 PsN: 194053T


